 THEG-AO

A QUARTERLY SPONSORED BY THE U.S. GENERAL ACCOUNTING OFFICE

THE BUDGET
DILEMMA
Searching for

a New Consensus

WHERE TO NOW?
Michael Collins on
the Space Program

A CRISIS
BREWING

The Disinvestment
of Government

NUMBER 4 WINTER 1988/89



\\‘«\

v .3)

-
e
v



~ THEG-A-O

NUMBER 4 A QUARTERLY SPONSORED BY THE U.S. GENERAL ACCOUNTING OFFICE
C O N T E N - T S
FROM THE COMPTROLLER GENERAL 3

R@[UND TM,%SM THE TIMES AND SPACE 4
An Interview with Michael Collins o ss :2/‘37 g g?
rocus THE FEDERAL BUDGET
THE BUDGET DILEMMA: SEARCHING FOR A NEW
CONSENSUS
Harry §. Havens oAU SS3 %729 0
THE SOCIAL SECURITY WILD CARD
Richard P. Kusserow O+ 65 4_/ 37iq 2
DEFENSE CUTS: WHERE TO START o 29
Stanley §. Fine O“‘\"\'555//3}7g73
RETHINKING ENTITLEMENTS -
B Peter G. Peterson OLL4SS 6 / 473?
EURES THE RISE OF “POLITICAL” SCIENCE -
Mark V. Nadel oH4 55 ‘\/! 375(6)3/
THE NATIONAL AERO-SPACE PLANE S \
- Mark A. Pross O-‘-(4558//B7 Wb
P@Dﬂ&‘f\\/ﬁ THE DISINVESTMENT OF GOVERNMENT 60
National Academy of Public Administration, December 1988
Charles A. Bowsher / 37 897
B@O‘\_F’&E\WE%S Melvin Konner, M.D., BECOMING A DOCIOR: A JOURNE Y OF 68

INITIATION IN MEDICAL SCHOOL, reviewed by Susan Kladiva *
Nick Kotz, WILD BLUE YONDER: MONEY, POLITICS, AND THE
B1 BOMBER, reviewed by Harry R. Finley * Amitai Etzioni, 7THE
MORAL DIMENSION: TOWARD A NEW ECONOMICS, reviewed by
Allan I. Mendelowitz *

Cover illustration by John Porter



THEG-A-O

A QUARTERLY SPONSORED BY THE U.S. CENERAL ACCOUNTING OFFICE

JOURNAL

Comptroller General
of the United States
CHARLES A. BOWSHER

Editorial Advisors

HARRY S. HAVENS, Chairman
IRA GOLDSTEIN

JAMES F. HINCHMAN
DONALD J. HORAN

LARRY E. ROLUFS

Ediror
STEPHEN ALTMAN

Staff

Assistant Editor
RICHARD SMITH

Text Ediror
DIANE LEE

Associate Editors

LINDA F. BAKER
HANNAH F. FEIN
DEBORAH A. SIGNER

Coordinator
BRENDA JAY

Design

HAUSMANN/KROHN, INC.

Production
CLAIRE DOYLE
TOM KNEELAND

Office of Publishing

and Communications

LARRY E. ROLUFS, Director

MICHAEL SPEER
NANCY CROTHERS

Editorial Advisory Board
JOHN F. AHEARNE
GEORGE ]. ALEXANDER
EDWARD BALES
THEODORE C. BARREAUX
ROBERT F. BORUCH

-NORMAN M. BRADBURN

JOHN BRADEMAS

MARVIN BRESSLER

JOHN C. BURTON
MICHAEL N. CHETKOVICH
SHELDON COHEN
WILLIAM T. COLEMAN, JR.

MORRIS W. H. COLLINS, ]R.

ROBERT CURVIN
BREWSTER C. DENNY
JOHN T. DUNLOP

PAUL L. FOSTER

J. RONALD FOX
BARBARA H. FRANKLIN
BRUCE L. GARDNER
MARTHA W. GILLILAND
PATRICIA A. GRAHAM

C. JACKSON GRAYSON, JR.
ROBERT HAVEMAN

B. R. INMAN

MELVIN R. LAIRD
KENT LEE

HERMAN B. LEONARD
DAVID F. LINOWES
BEVIS LONGSTRETH
CHARLES F. LUCE
BRUCE K. MacLLAURY
JOHN L. McLUCAS
ASTRID E. MERGET

W. LEE NOEL

ALFRED E. OSBORNE, JR.
RUSSELL E. PALMER
RAYMOND E. PEET
DONALD A. PETRIE
GEORGE W. PHILLIPS
JOHN B. RHINELANDER
ELLIOT RICHARDSON
J. ROBERT SCHAETZEL
EDWIN H. SIMMONS

J. EDWARD SIMPKINS
ALVIN R. TARLOV
SUSAN J. TOLCHIN
ROBERT WARNER
ROBERT WEAVER
SIDNEY ]J. WEINBERG, JR.
KAREN H. WILLIAMS
CHARLES J. ZWICK

THE GAOJOURNAL is published quarterly by the Office of Pub-
lishing and Communications, Rm. 4528, U.S. General Ac-
counting Office, Washington, DC 20548. First class postage paid
at Washington, D.C.

WRITERS whose work appears in The GAO Journal spea# for them-
selves only. Unless otherwise indicated, their views or opinions should
not be construed as the policy or position of GAO or any other organiza-
tion with which they may be affiliated.

EDITORIAL CORRESPONDENCE: By mail to the above ad-
dress. Letters to the editor are encouraged. Unsolicited manu-
scripts will be returned only if accompanied by a self-addressed,
stamped envelope.

POSTMASTER: Send changes of address to the Office of Pub-
lishing and Communications, Rm. 4528, U.S. General Ac-
counting Office, Washington, DC 20548.



FROM THE COMPTROLLER GENERAL

.

UR POLITICAL LEADERS face no greater

challenge than to reduce the federal bud-

get deficit. It is the key to sustaining the
nation’s economic growth and restoring balance to
its domestic and international financial relation-
ships. Untl recently, the resolve to deal substan-
tively with the deficit has been lacking. Now, there
are hopeful signs.

When the National Economic Commission
heard testimony in Washington this fall, speaker
after speaker emphasized the importance of getting
the budget under control. Former Presidents Gerald
R. Ford and Jimmy Carter voiced agreement. So did
former Federal Reserve Chairman Paul A. Volcker
and his successor, Alan Greenspan. So did a succes-
sion of Wall Street representatives, and so did
Hewlett-Packard Company President John A.
Young, Chairman of the Council on Competitive-
ness, an organization of 157 prominent business,
labor, and academic leaders. The recommended
approaches to solving the deficit problem varied;
the emphasis on the need to do so did not.

The message is being heard. When the Roosevelt
Center for American Policy Studies polled 1,000
Americans this fall, 71 percent recommended that
the new administration make deficit reduction its
top priority.

What is crucial now is a real determination to
tackle the politics and substance of budgeting at the
federal level. We offer an essay on the subject. “The
Budget Dilemma: Searching for a New Con-
sensus,” by Assistant Comptroller General Harrv S.
Havens, examines the stubborn realities of the bud-
get problem and underscores the importance of
facing up to them. “The attempt to restore fiscal
balance,” Mr. Havens savs, “will succeed only if
leaders at both ends of Pennsylvania Avenue are
prepared to work toward achieving murually accept-
able compromise.”

Accompanving Mr. Havens’s essay are articles on
two of the biggest subsets of the budget. In
“Defense Cuts: Where to Start,” Stanley S. Fine,
former budget director of the Department of the
Navy, explains that defense savings will not be
accomplished at the level of individual weapon
systems or even service branches, but at the top
levels of government where the basic questions of
foreign and national security policy are decided.

The other major article in our focus on the
federal budget is Peter G. Peterson’s “Rethinking
Entitlements.” The author, a former Secretary of
Commerce and coauthor of On Borrowed Time: How

the Growth in Entitlement Spending Threatens America’s
Future, contends that endtlements are the driving
force behind the federal deficit, and that entitle-
ments reform “is necessary both to free up bud-
getary resources for new priorities and to encourage
a mounting level of net national savings over the
next several decades.” Mr. Peterson’s argument has
drawn considerable comment in recent months; we
have offered him a forum on our pages in order to
promote further discussion.

We had the opportunity in December to deliver
the annual James E. Webb Lecture before the
National Academy of Public Administration. In
“The Disinvestment of Government,” we hope to
have made an important point: that the nation is
falling behind in the investment needed to keep the
most basic government programs on track. The
budget deficits have contributed to this emerging
crisis, but are not the only cause. Postponed deci-
sions, neglect, poor management—all have contrib-
uted to a situation that demands attention.

ur guest for this issue’s round table was

Michael Collins, best known as command

module pilot on the Apollo 11 mission to
the moon and as Director of the Smithsonian
National Air and Space Museum. His most recent
book, Liftoff: The Story of America’s Adventurein Space,
was the starting point for a fascinating discussion
of the status and future possibilities of the
space program. And while on the subject of
possibilities, we offer an article by GAO’s
Mark Pross on the National Aero-Space
Plane, which may represent the next gen-
eration of space transportation. On a
more down-to-earth level, GAO’s
Mark Nadel discusses the growing
impact of politics on science and
technology funding nationwide.

In devoting most of this

issue to the federal budget
deficit, we hope to spotlight
one of the nation’s most
important—and intrac-
table — public policy prob-
lems. We, as well as the
writers who have so
thoughtfully contributed to
this issue, invite readers of
The GAO Journal 1o share
their responses with us.
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An Interview with Michael Collins

end this fall with the flight of the space shutde Discovery. A few weeks
before the launch, Comptroller General Charles A. Bowsher invited former
astronaut Michael Collins to share his views on the state of the space program.

Mt Collins was command module pilot on the Apollo 11 mission to the moon.
He has described his experiences in two books. The first was Carrying the Fire: An
Astronauts Journeys. The latest, Liftoff: The Story of Americat Adcenture in Space, fea-
tures his perspective on the history of the space program and his reflections on its
future. Mr. Collins, who was the Smithsonian Air and Space Museum’s first director,
is currently an aerospace consultant.

Joining in the discussion were Harry R. Finley, Senior Associate Director in
GAQO’s National Security and International Affairs Division, and Joan M. McCabe,
Deputy Assistant Comptroller General for Human Resources.

T HE NEARLY 3-year hiatus in the nation’s manned space program came to an

B OWSHER — / was interested by the subtitle of your book:
The Story of America’s Adventure in Space. Do you
think that key word, “adventure,” still applies to the narion’s
space program?

CoLLINS—Probably not. By the time of the Challenger disaster, NASA had
made the business of flying into space, or operating in space, pretty much rou-
tine. What becomes routine tends to become boring, and what’s routine and
boring certainly cannot be characterized as adventure. In that sense, NASA
was somewhat a victim of its own success, because so much of the support it
lost had depended on the public’s sense of the adventure of space flight.

Lately, we've all been looking forward to the launch of the shuttle Discov-
ery. But the space shuttle, although a wonderful machine, is not an end in
itself; it’s merely a way of getting up and down. NASA’s next bench mark is a
space station, but that inspires no particular feeling of adventure.

Compare that with the 1960s. When President Kennedy said we were going
to land a man on the moon and return him safely to earth by the end of the
decade, our toral data base was a 15-minute suborbital flight by Alan Shepard
and a bunch of 8-by-10 glossy photos of a smiling Russian cosmonaut named
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Yuri Gagarin. We didn’t have much else to go on. We didn’t know very much
about the effects of space flight on the human body, and we certainly had a lot
of untested ideas abour the feasibility of the whole thing. So probing the
unknown made for plenty of adventure.

Then we landed on the moon. And after that first lunar landing came the
second and the third and the fourth and, finally, people just tired of it. That’s
been NASA’s dilemma ever since.

FINLEY — Do you think, then, that NASA is suffering
Jfrom a lack of direction, and do you believe it is feasible
to expect NASA to develop a strategic plan for the civil-
ian space program?

CoLLINS —NASA /as a strategic plan for the civilian space program. The
problem is that if vou ask NASA for it, vou'll ger a five- or six-page memo.
NASA has its constituency, and vou will find something in there for the life
sciences, the earth sciences, the astronomical sciences, the builders of machin-
ery, the explorers. There’s a little bit in there for everybody. But it’s not the
kind of program that is going to get people excited or get the country
mobilized behind a goal.

Some modern playwright said that if you have an idea for a play and you
can’t write the plot on the back of a matchbook, the play is not going to work.
I think what NASA really needs is one unifying, overriding objective, which I
think would pull in its wake a lot of the other things that you want to do. To me,
that objective—the only one that has any hope of working—is a journey to Mars.

BOWSHER —/ remember that was mentioned in the
report of the National Commission on Space, which you
discuss in your book.

CoLLINS—Yes, I think Tom Paine, the former NASA Administrator who
chaired the Commission, is very much a Mars advocate. But while I think the
Commission’s report is a fine document in many ways, I think there’s so much
in it that it’s of very limited use as an immediate tool for getting NASA started
again. The report covers the next 50 years. It’'s a smorgasbord of choices. I
think what we need to do now is pick some of those—or better vet, oze of
those —and use that as the instrument for revitalizing the space agency.

BoOWSHER — The Paine Commission issued its report in
May 1986. After that we all read Sally Ride’s report on
NASAS future. What did you think of 11?2

CoLLINS —Sally boiled it down to four choices: using earth orbit to study the
earth, sending unmanned probes out to the far corners of the universe, return-
ing to the moon, or going to Mars. She felt that if you want to go to Mars, the
moon is probably the necessary first step. The idea is that you’d have the
advantage of being only 3 days away but still operating on a strange planert,
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and that you could learn an awful lot about how to do things in relative safery
compared with Mars, which is a one-way trip of at least 9 months. But I don’t
agree with this approach. I think vou can do all the preliminaries in Antarctica
or in earth orbit or in Reno, Nevada, or some other place than the moon. I
think the moon is just a detour that will siphon off a great deal of money and
energy, and it’s not a place that will really excite the American people.
They’ve already been there.

McCCABE —Some people have raised the idea of making
the Mars effort an international program.

CoLLINS —That’s true. The Soviet Union, for one, is very much in favor of
that. But a joint effort between the superpowers wouldn’t be my first choice.
If the program were truly international, that would be better; let ar{y country
with the technology and the bucks throw them into the kirty.

On the other hand, I can remember when the early Saturn V rocket devel-
oped some unexplained vibrations. The first stage of the Saturn V was built by
Boeing, the second by North American-Rockwell, and the third by McDonnell
Douglas. NASA had a terrible time trying to figure out just which firm was
responsible for those vibrations. Imagine what it would be like to do a Mars
mission, not just with different companies but with different countries
involved, with participants separated by oceans and language differences and
cultures and even systems of weights and measures.

BOWSHER — Then it your sense that the United States
could get the job done on its own?

CoLLINS —I think we could do it. It would certainly be a lot easier that way.
If we were to make the attempt, though, I think it ought to be handled differ-
ently than Apollo. The pioblem with Apollo was that it was a dead end. Once
you landed on the moon and came back, what were you supposed to do next?
I think a Mars mission ought to be approached like this: There’s an entire uni-
verse out there. Among all the countless galaxies in the universe is the Milky
Way, and here in this one obscure corner of the Milky Way is a very ordinary
sun, with a bunch of very ordinary planets circling around it. Eventually peo-
ple are going to venture out from the Earth and explore and colonize the solar
system. Mars is the nearest planet, so it’s the logical place for proceeding out-
ward bound. Not as the end point, but as the first step.

BOWSHER — The heart of the debate is over manned
versus unmanned space exploration. What is your
thinking on that?

CoLLINS —I don’t believe you have to choose between the two. In the prac-
tice of medicine, for example, the physician may take an X-ray or he may lay
hands on you physically. Both approaches are part of the practice of medicine.
You use whatever tools are available. If you want to collect information from
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space, in some cases it is more efficient to send a robot of some kind, an
unmanned probe. People are expensive. On the other hand, if you believe in
the Nifia, the Pinta, and the Santa Maria, that we’re explorers and that we’re
going to continue to explore, that it somehow defines the nature and the char-
acter of this country to be a nation of explorers, then what you’ve got to have
is space exploration with people. You can send all the robots in the world out
there, and it doesn’t make this country a spacefaring nation. It doesn’t con-
tinue our tradition. Scientists can tell you it’s a lot cheaper to send a robot to
Mars, and I'll say fine, I agree. But it won’t achieve what I see as part of our
human destiny, which is to spread out to other planets.

FINLEY — Do you think the Soviers will put a person
on Mars before we do?

COLLINS— At this point, they certainly are more interested in Mars than we
are. As to whether or not that might spur funding for our own efforts, as it did
in the 1960s, I don’t know. I think the Congress and the nation are ambivalent
about space. A number of polls that have been taken—especially right after
the Challenger accident—have been very supportive of getting on with the
program. On the other hand, when people are asked what should be cut from
the federal budget, space usually ranks pretty high up on the list. So I get the
feeling that the American public likes the space program but isn’t so sure
about paving for it.

McCABE —1 wonder if you'd talk a little bit about the
militarization of space. We at GAQ issued a report
recently showing that in 1981, there was a rough parity
in space funding for NASA and the Department of
Defense. Each got abour $6 billion. By 1985, NASA
was at about $7 billion, Defense at about $12 billion.

CoLLINS—I understand the trend. Maybe the comparison is inevitable, but
I’d be less inclined to pursue it. Space was militarized with the first ICBM. In
a sense it’s always been militarized. Some of that’s been good: I think there’s a
consensus, for instance, that surveillance satellites are a very stabilizing influ-
ence on the two superpowers; neither can move its forces without the other
knowing about it. On the other hand, there are highly contentious things like
the Strategic Defense Initiative. Is that good or bad? I think SDI does tend to
rob some money from NASA, but there really isn’t that much overlapping mis-
sion between the two. Whether the military and civilian space programs really
compete for the same bucks, I don’t know. They have different purposes.

I'd be more eager to compare civilian space spending with other things we
spend money on. I think spending less than one cent out of the federal dollar
on the civilian space program is probably less than we should spend. One rea-
son is that our great export right now is aerospace products. It used to be agri-
cultural goods, and then it was either electronics or aerospace. Of course,
electronics all went to the Orient. 'm concerned that aerospace is going to fol-
low that trend. The technologies of aerospace and aeronautics —of the space
world and the airplane world —are interrelated. A new material that is very,
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very light and very, very strong that is invented for a satellite is of equal value
in the transport world. So, I think that if we are going to retain our competi-
tive edge in the aerospace market worldwide, we are going to have to invest in
the space technology that feeds and nurtures aerospace exports.

Why spend money on outer space? Well, high-tech jobs are one reason. A
lot of research in universities is funded by NASA. A lot of advances in technol-
ogy have been traced to the space programs, both military and civilian. I think
to put a bit more of every federal buck toward that kind of seed corn would be
well worth it.

BOWSHER — Whar about the future of commercial space
aviation, the idea of traveling great distances at very
great speeds? President Reagan has spoken about the
Orient Express: New York to Tokyo in 2 hours.

CoLLINS—People have always wanted to taxi out to the end of the runway,
roll down that runway, pull the nose of the vehicle up, and climb all the way
into orbit. I think we may still be farther away from that than some of the
President’s advisers thought when he started talking about the Orient Express.
From what I know of the technology—which as an outsider isn’t very much—
it is very, very difficult to get a machine flying very fast through the atmo-
sphere. The temperature of the compressed air coming into the engine is so
high that the engine literally melts itself. Overcome that problem —which,

I am sure, they someday will—and there’s the next one, which is that these
machines can’t lift very much. So we’re not talking about flying 400 people
to Tokyo. We are talking about getting two test pilots up into earth orbit in a
thing called the X-30. That in itself is a long way off.

BOWSHER — S0 those New York bankers who are about
50 years old right now probably won't be making the trip.

CoLLINs —That’s my guess. But someday it will happen.

FINLEY —1In light of the criticism over the quality
and safety assurance of the shuttle program, do you
think NASA has reacted appropriately, or have they,
perhaps, overreacted?

CoLLINS—I’'m tempted to say they’ve taken too long to get the next shuttle

up, but I've also been very hesitant to criticize NASA on this score. If the mon-
key were on my back—if T were responsible for the safety of the next flight—

I would be hard pressed to tell you where to speed up the process. I think NASA
is very aware that you can have one accident and kill seven people; but have
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another accident and kill half a dozen more, and the manned space program may
be finished for the rest of this century. I think that is the basis on which they
have approached things since the Challenger accident. Instead of saying, “Let’s
just fix the solid rocket,” they’ve said, “Hey, let’s open up the whole book. Any-
body got a problem with any part of this machine, speak up now, and we’ll try

to do something about it.” Maybe that’s the way to go.

BOWSHER — But it will be a while, don’t you think,
before they take the risk of flying politicians and school
teachers into space.

CoLLINs—Well, I am in the minority on that one. Most of the astronauts
I've talked to have said, “It just proves you shouldn’t be flying anybody but
test pilots. The shuttle is an experimental vehicle. This is crazy, trying to

fly poets and priests and philosophers and school teachers and journalists and
musicians and all that stuff.”

I don’t agree. I think the sooner we can open it up to these people, the
better it will be. When the wagon trains went west over the Appalachians,
they didn’t just carry profe'ssional mule skinners and riflemen. They carried
whole families. It’s the same sort of thing. I wouldn’t send them up in the
next flight, but I would send them up.

McCABE— Do you believe the shuttle is safe now?

CoLLINS—I do. But I don’t think it will ever be perfect; no machine ever

1s. I like to compare it with the automobile: First you purt a lot of good safety
engineering into it; then the procedural safety program takes over. You've

got driver’s education; you’ve got licensing of drivers; you've got safety inspec-
tions for automobiles. You've got speed limits and a zillion signs on the high-
way. You've got local and state law enforcement and a huge federal bureau-
cracy concerned with highway safety. And when it’s all said and done, we Kkill
over 45,000 people a year.

So now we’ve got the same human beings creating machines of unparalleled
power and complexity, thousands of times more powerful than any auto-
mobile, and they’re supposed to design them, build them, test them, and
fly them into space with absolutely no risk. I think it’s foolish to expect that.
You don’t expect it on the highway, and you shouldn’t expect it in space.
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Harry §. Havens

'I'HE BUDGET DILEMMA:
SEARCHING FOR A NEW

CONSENSUS

Recognizing the dangers of federal deficits is one thing. Solving

them 1s another.

are a serious—and thus far intractable —

problem. By absorbing large portions of
the nation’s savings, they have decreased the
pool of domestic resources available to finance
productive investment. Continued private
investment has been sustained only by massive
borrowing from abroad. To say the same thing
another way, we have been consuming more than
we produce, with the gap being made up by
imported goods and services—hence the trade
deficit.! Thus, sustained progress in reducing
the budget deficit, accompanied by appropriate
adjustments in monetary policy, is the kev to
lowering interest rates, reducing the trade defi-
cit, avoiding a resumption of rapid inflation,
and ensuring long-term growth in our standard
of living.

Of course, in some circumstances, large bud-
get deficits can be helpful, specifically when
the economy is in recession with substantial
unemployment and excess capacity. In general,
however, when the economy is strong—as it
has been in 1988 —the budget should be moving
toward balance or a surplus, rather than continu-
ing the very large deficits? now being seen.

This view of the deficit problem, common
among mainstream economists, is also widely
held in political circles. Congressional concern
about the dangers of continued deficits was the
foundation for enactment of the extraordinary

IT’S NO SECRET THAT federal budget deficits

HARRY S. HAVENS is Assistant Comptroller General.

Gramm-Rudman-Hollings (GRH) legislation in
1985. That legislation mandated formula spend-
ing cuts {except in the event of a recession) if
they should prove necessary to achieve targeted
reductions in the deficit.

In the fall of 1987, policymakers in the Con-
gress and the executive branch faced the diffi-
culty of achieving the GRH deficit targer for
1988 —$108 billion —and were increasingly con-
cerned about the programmatic effects of the
impending formula cuts. This led the Congress
and President Reagan to agree on new spending
targets for 1988 and 1989 and a 2-vear deferral
of the remaining GRH deficit targets. (See fig-
ure 1, p. 11.) But the October 1987 stock market
crash, only a few weeks later, created a new
sense of urgency about the deficit problem. The
resulting pressure sicimulated the budget sum-
mit, where agreement could be reached only on
some modest cuts in the budget. Clearly, every-
one recognized the need to do something about
the deficit (or at least to appear to do something
about it), vet there was no agreement on the spe-
cifics of a meaningful program to artack the problem.

That same predicament led to the creation
of the bipartisan National Economic Commission
(NEC). Faced with a stalemate on budget policy,
the Congress impaneled a group of prominent
citizens to develop a solution. After the success
of the Greenspan Commission’s proposals on
Social Security financing, the Congress hoped
that the NEC’s recommendations would facili-
tate a budger compromise with a new President.




It’s too soon, however, to tell whether that will
be the result. And given the political dilemmas
the deficit problem raises and the limited
number of options available in trving to solve
it, the NEC faces a monumentallv difficult task.
The current debate on the budget deficit—
agreement on its dangers, disagreement on how
to solve it—raises some important questions:

» How did we get into this mess in the first
place?

* Why is it so difficult to find a wayv out?

* How can we prevent it happening again?

One simple explanation is that the deficit
.problem arose from a breakdown in the unwrit-
ten but long-standing political commitment to
. avoid radical changes in budget policy, and that
~this breakdown caused the dramatic inconsis-

" tency between taxing and spending policies that
the United States now faces. The problem per-
sists because we still lack the consensus needed

to return to our historic patterns of budget policy.

[t can be avoided in the future only by leaders
who are committed to building and maintaining
a political agreement on the goals and limits

of budgertary discretion. But this simple answer
only begs the question of why the consensus
broke down and why it has not vet been rebuilt.
More meaningful answers must center on our
complex political structure and our even more
complex processes for deciding how much
money to spend and for what purposes.

The politics of the problem

The U.S. Constitution created a governmental
structure that is conservative in the classical
sense: It has an intentional bias against change.
Bv and large, we alter policies by enacting new
laws—a process that normally requires
agreement by a majority of the House of
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Representatives, a majority of the Senate, and
the President. This system is designed to
prevent radical shifts in policy triggered by
momentary whim. For most of the past two
centuries, it has succeeded. Yet, in the 1980s,
operating in this same structure, our government
produced the most radical peacetime budget
policy in our recent history.

This came neither by accident nor by delib-
erate choice. Rather, it was the unavoidable
outcome of actions taken in 1981 to accelerate
the defense buildup and to cut income taxes
dramatically, coupled with a refusal to
acknowledge and deal with the fiscal impli-

cations of those actions.
Such features of the Reagan administration’s

amendments to the fiscal vear 1982 budger as
“Rosy Scenario” (overly optimistic economic
forecasts) and the “magic asterisk” (which prom-
ised, in a footnote, $44 billion worth of unspec-
ified future cuts to move the budget toward bal-
ance) helped mask the situation, but only briefly.
Subsequent efforts to constrain spending have

been wholly inadequate to the task of closing the
gap berween revenues and outlavs. (See figure
2, below.) Similarly, attempts to restore a severely
depleted revenue base have proven to be much
too little and far too late. (See table 1, opposite,
and figure 3, p. 15.) The stalemate continues, not-
withstanding the glimmer of hope arising from the
budget summit and the establishment of the NEC.
The political dilemma underlying both the
origins of the problem and the continued stale-
mate is aptly captured in a bit of doggerel attrib-
uted to Russell Long, former Chairman of the
Senate Finance Committee:

Don’t tax you,
Don’t tax me.
Tax that guy
Behind the tree.

Constituents pay every dollar of taxes that the
government receives, and they dislike doing

so. Similarly (with modest exceptions), constitu-
ents receive all the dollars that the government
spends, and they want to continue getting them.
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Table 1

REVENUE EFFECT OF LEGISLATION SINCE 1980

Dollars in Billions

ENACTED LEGISLATION 1987 1988 1989
Economic Recovery Tax Act of 1981 —241.7 —260.8 —285.5
Tax Equity and Fiscal Responsibility
Act of 1982 56.9 57.3 55.8
Social Security Amendments of 1983 12.1 24.6 31.0
Deficit Reduction Act of 1984 22.0 25.3 27.7
Tax Reform Act of 1986 21.5 —-4.5 -17.2
Omnibus Budger Reconciliarion Act
of 1987 — 9.1 14.3
All others 11.8 15.4 15.5
-117.5 -133.7 -158.4
NET EFFECT ON RECEIPTS BY SOURCE
Individual Income Taxes —158.7 —193.1 —-224.8
Corporate Income Taxes 19.7 24.2 26.8
14.1 29.2 36.0
7.4 6.0 3.6
-117.5 -133.7 -158.4

Source: Office of Management and Budget, 1989 Budget.

Those iron rules apply whether the taxpaver
or the recipient is a defense contractor in Califor-
nia, a wheat farmer in North Dakota, or a Social
Security retiree in Flonda.

Therefore, as we learned in 1981, it is politi-
cally easy to enact tax cuts and spending
increases, particularly when they are endorsed
by a popular and politically skillful President
who dismisses concern about the financial ram-
ifications of such acts. Moving in the opposite
direction is a much greater chailenge to political
leadership. Proof that it can be done is seen
in the enactment of the Social Security financing
reforms in 1983 and the actions of some states
to raise taxes and cut spending when needed to
deal with budget deficits. These gxperiences
also demonstrate, however, that success requires
strong executive leadership and a political con-
sensus on the need for action. Withourt these
ingredients —especially executive leadership—
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major imbalances in government finance cannot
be corrected.

A political consensus on the general need to
deal with the deficits has been evident in the
Congress for some time, but there hasn’t been
the presidential leadership and the flexibility
needed to develop a successful compromise
package of specific actions. That is why formula
approaches, such as those embodied in GRH
or in the periodic calls for a budgert freeze, have
had strong political appeal, notwithstanding
the apparent illogic of some of their effects. The
perception of “evervone sharing the pain” (even
when not everyone does?) allows the Congress
and the President to avoid explicitly deciding to
impose specific pain on specific sectors.

But even the formula approach increases the
tolerance for budgetary pain only slightly. In
the fall of 1987, when the GRH formula cuts
threatened to become substantial (10.5 percent
and 8.5 percent in defense and nondefense pro-
grams, respectively), President Reagan and the
Congress judged that outcome unacceptable and
agreed to postpone meeting the GRH rargets.
So far, no more than a modest check has been
imposed on the rate of growth of spending. (See
figure 4, p. 16.) The impasse on budget policy per-
sists—a reflection of the continuing failure to agree
on the very substantial tax increases or spending
cuts (or both) needed to solve the deficit problem.

Structural rigidities

Bucthe problem goes bevond politics. The
federal budget contains structural inflexibilities
that severely restrict the choices available to
leaders. The most important of these rigidities
involve trust funds and fixed costs.* Each creates
different problems for those seeking to adjust
budger priorities or overall fiscal policy.

Trust funds

There are a number of trust funds, but the
largest are those for Social Security and other
retirement benefits and Medicare. (See table

2, p. 14.) Trust funds are financed by earmarked
revenues, and according to the political
commitment® underlying the trust funds
establishment, those revenues will be dedicated
1o a specific set of program purposes. As a result,
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Table 2

TRUST FUND BUDGET
FISCAL YEAR 1987

Dollars in Billions

Annual Accumulated
Receipts Outlays Surplus Balance

Social Security 228.6 209.1 19.5 65.4
Civil Service Retirement 43.2 25.8 17.4 176.9
Military Retirement 31.9 18.1 13.8 37.5
Railroad Retirement 9.3 8.6 0.7 6.7
Medicare 90.5 81.6 8.9 57.0
Unemployment
Insurance 27.6 20.5 7.1 30.0
Highway 14.4 13.6 0.8 13.6
Airport and Airway
Development 4.0 2.6 1.4 9.9
Foreign Military Sales 8.5 9.9 (1.4) 5.1
Employee Health Benefits 7.1 7.3 0.2) 1.2
Federal Deposit
Insurance Corp. 6.6 5.1 1.5 16.9
All others 9.7 6.6 31 30.0
LESS: Adjustment for

payments between

accounts (16.6) (16.6) N/A N/A
TOTAL 464.8 392.2 72.6 450.2

Source: Compiled by the General Accounting Office from data in the 1989 Budget Appendix.
For comparability, receipts of trust revolving funds include offsetting collections (such as insue-
ance premiums) and outlays are presented on a gross basis.

there are serious limits on the extent to which
the deficit can be reduced by altering either the
revenues or the costs of the trust fund programs.
Reducing their costs (for example, by limiting
the cost-of-living adjustment in Social Security
benefits) would, of course, reduce the total
budget deficit. But if such actions are unrelated
to the financial needs of the program, they call
into question the political agreement under
which the dedicated taxes were originally levied.
When the income of a trust fund exceeds its
outlays, the excess is invested in Treasury
securities as a reserve against future expenses.
This is now happening at an accelerating pace
as the retirement funds accumulate the reserves
needed to finance benefits when the Baby Boom
generation retires in the 21st century. These
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growing trust fund surpluses are becoming
involved in the budget deficit problem in
complicated wavs.

For one thing, these surpluses are merged
into the unified budger, therebv masking the
size of the deficit in the rest of government—
the part financed by general revenues. (See
figure 3, p. 17, and figure 6, p. 18.) In 1988,
for example, the reported total budget deficit
of $155 billion actually consisted of a trust fund
surplus of $97 billion and a deficit in the general
operations of government (the federal funds portion)
of $252 billion.

Besides concealing the true size of the federal
budget deficit, trust fund surpluses also help
to finance other government expenses, since
they are invested in Treasury securities. This
has important implications for budget policy.
Because trust fund revenues and reserves are
intended to be used for program purposes, not
to finance the general operations of government,
they will become unavailable to the rest of gov-

ernment when their particular programs require
them. Thus the Airport and Airway Develop-
ment Trust Fund reserves will be drawn down
in the 1990s as we rebuild the nation’s air traffic
network; a similar fate is probably in store for
the Highway Trust Fund.

Of even greater significance in the long run
is the projected swing in cash flows for the Social
Security trust funds. (See figure 7, p. 19.)
Despite the 1983 decision to raise payroll taxes
to build up reserves for the Baby Boom genera-
tion’s retirement, Social Security cash flow is
projected to turn negative sometime after 2030.
(See the accompanving sidebar, “The Social
Security Wild Card,” p. 22.) At that point, not
only will the Social Security trust funds cease
to offset the federal funds deficit, they will add
to any deficits at a rapidly increasing rate. While
that “upping point” is still well in the future,
we should be preparing for it now, not pursuing
policies that will make the fiscal policy shock
worse when it arrives.

It’s important to keep in mind that the trust
fund reserves (like a bank account) are not
drawers full of cash waiting to be paid out to
future retirees. Nor are they an accumulation
of the real goods and services those retirees will
consume. The only thing to be found in the
trust fund drawer is a collection of IOUs from
the U.S. Treasury. The cash—and more impor-
tantly, the real goods and services that the cash




represents—are being consumed today by other
government programs.

If the trust fund reserves are to have real eco-
nomic meaning, thev should constitute net addi-
tions to total savings in the economy, facilitating
a higher rate of capital investment. The resulting
higher rate of overall economic growth would
allow the economy of the 21st century to make
good on the IOUs to the future retirees while
also sustaining a rising standard of living for
other Americans. For this to happen, however,
today’s trust fund surpluses should be accom-
panied by an approximate balance in the rest of
the budget.

[t might be reasonable to ignore some of these
considerations if the trust fund surpluses were
relatively small in relation to the overall budget.
That, however, is no longer the case. The fact
that large and growing trust fund surpluses are
now being used to help finance even larger fed-
eral funds deficits has become a central element
in the nation’s fiscal problems.

Fixed costs

Another source of rigidity in the federal budget
1s the group of costs that, for various reasons,
are difficult or impossible to alter in the short
term. The classic example of a fixed cost is
interest on the national debt. In fiscal vear 1987,
this interest amounted to $139 billion (excluding
some internal transactions, such as $35 billion
of interest paid to the trust funds), or 14 percent
of the total budget. Interest cost is determined
by the amount of debt being carried and the
market-determined interest rate on that debt.
Although the amount of debt is ultimately
determined through the budget process, and
although government policies exert considerable
influence on the general level of interest rates,
the government’s ability to alter interest costs is,
in the short run, quite limited.

Apart from interest expense, there are few
costs that are truly fixed. Yet, either by law or
by contract, a number of costs are largely fixed
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Figure 4

hares of Budget Outlays
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in the short term. One example is contractual
obligations —ranging from supplies ordered in
one year for delivery in the next to long-term
housing subsidy contracts to multivear defense
procurements. The cost of these prior-vear con-
tracts and obligations in 1987 was estimated

to exceed $185 billion, more than 18 percent
of the budget.

Although it is legally possible to terminate
almost any government contract, the termination
payments often equal or exceed the current
year’s contract costs. So, while contract termina-
tion can reduce the future burden of fixed costs,
it offers little or no immediate help on the defi-
cit. Experience has made it clear that, especially
in the case of major weapon systems, the only
realistic way of avoiding costs is to terminate a
program before it enters production.

Another relativelv fixed cost is the set of pro-
grams characterized as entitlements. Under
these programs, anyone who meets the criteria
established by law® is entitled to the program’s

benefits. The largest of the entitlement pro-
grams—retirement benefits, unemployment
insurance, and Medicare —operate through the
self-financed trust funds discussed above. Others,
however, such as farm price supports, public
assistance, Medicaid, and Food Stamps, are in
the federal funds part of the budget, financed
from general revenues. In 1987, the entitlement
programs were estimated to cost in excess of
$445 billion, of which close to a quarter was in
the federal funds budget. (See figure 8, p. 20.)
The cost of these programs sometimes can
be reduced through more efficient management
and rigorous enforcement of the law (as is true
with contractual obligations, as well). But sub-
stantial savings usually require time-consuming
changes in the statutory eligibility criteria or
benefit formulas; there is often a lag of a vear
or more between the decision to seek such a
change and any discernible effect on outlays.
This time lag is a matter of special importance
in the -U.S. budget process. By tradition, we




deal with each vear’s budget in isolation. If cut-
ting a program has no significant effect on out-
lays—and thus the deficit—in the fiscal year
whose budget is being debated, it is that much
harder for an elected official to justify the cut
to constituents.

“Controllable” costs

Aftcr truly fixed costs, such as interest on the
debt, and costs that can be reduced only over
time or by changing laws, such as contractual
obligations and entitlements, the remainder of
the budget is the portion that—at least in the-
ory—is subject to short-term control through the
budget process. In 1987, that portion {often char-
acterized as “relatively controllable™) was esti-
mated to total about $266 billion. (See figure 9,
p. 21.) Virtually all of it was in the federal funds
part of the budget. Because of the federal bud-
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get’s 1-year-at-a-time orientation and the result-
ing need to find ways of achieving quick outlay
reductions, pressures to reduce the deficit end
up concentrating on the “controllable” costs.
Therefore, the make-up of these “controllable”
costs and their size in relation to the $223 billion
federal funds deficit are at the heart of the politi-
cal impasse over the budget.

“Controllable” defense costs

Of the $266 billion of “controllable” costs in
the 1987 budget, almost two-thirds—$169 bil-
lion—went to defense. More than $100 billion
of that was for the salaries and benefits of the
military and civilian personnel of the Defense
Department. Most of the remainder was for sup-
plies and spare parts required in the routine
operation and maintenance of military forces.
Some savings are always achievable through
greater efficiency and more effective manage-
ment, but major cuts would inevitably entail
either a smaller force or one with a substantially

Figure 5 F
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Figure 6 F
inancing the Accumulated Debt
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reduced level of readiness and sustainabilicy.
Serious doubts already have been raised about
our ability to acquire and support all the new
weapons being planned and developed while at
the same time maintaining present force levels

within the defense funding likely to be available.

Therefore, questions already on the table about
our present defense posture’s affordability seem
likely to dictate a reappraisal of the balance
between our international commitments, our
military strategy, and the amounts we are pre-
pared to spend on defense. (See the accompany-
ing article, “Defense Cuts: Where to Start.”)
Furcher restraints on defense spending would
make such a reexamination even more essential.
A reduced defense budget, accompanied by
carefully planned reductions in the force struc-
ture, might be tolerable if our relationship with
the Soviet Union were to change dramatically,
if our military strategy were substanually
revised, or if our international commitments
were greatly reduced for some other reason,
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such as increased burden-sharing by our allies.
Unless such changes occur, however, severe
cuts today are likely to yield a renewed defense
buildup a few years hence —a continuation of
the last two decades’ wasteful boom-bust-boom
cycle of defense spending.

“Controllable” nondefense costs

It is no easier to find substantial opportunities
to cut the $97 billion (in 1987) of “relatively
controllable” civilian spending. As with defense,
the “quick-spending” component of the
discretionary civilian budget is dominated by
personnel costs. These are the dollars that fund
the operations of our veterans hospitals, our
national parks and forests, and our air traffic
control system. They pay the salaries of the
people who process Social Security claims and
tax returns, who conduct biomedical research,
who supervise our financial institutions and
markets, or who guard our borders against




illegal immigration and the traffic in drugs.

Expenditures for manv of these programs
have been squeezed hard in the past few vears.
Opportunities for substantial savings from
increased efficiency are therefore likely to be
scarce, and budget cuts usuallv will mean
reduced levels of service. One way to save would
be to rely on a system of user fees, where this
is feasible and appropriate. Although fees
already are charged in some cases, thev often
do not cover full costs. This is true of a range
of programs, from electricity rates and water
charges for federally owned dams to special
postage rates for certain classes of mailers.

But, of course, calls to raise existing fees bring
heated opposition from the recipients of subsi-
dized services. So also do proposals to impose
charges for some of the many government ser-
vices now provided free, as was made apparent
in the debate over Coast Guard user fees. In
the absence of new or higher user charges, how-
ever, it will be difficult to achieve any substantial
further savings in this area without significantly
decreasing the levels of service in government
programs touching the lives of most Americans —
a politically unattractive prospect.

Further adding to our fiscal difficulties is the
fact that the world does not stand still while our
political leadership argues over budget strategy.
New problems emerge, ranging from the growing
abuse of drugs to the demonstrable inadequacies
of our education system, from the public health
emergency of AIDS to the natural disaster of
drought. The public demands action in these and
a host of other areas. Yet the impasse on budget
policy often means that the problems fester for
extended periods. When the political pressure
finally becomes irresistible, the response is a flurry
of new programs whose proponents often ignore
any existing agreement on budget policy.

A new budget strategy

I sum, the budget dilemma has proved
intractable because of:

» The magnitude of the problem (a federal funds
deficit rising toward $300 billion);

» The tradition of making budgetary decisions
1 year at a time;
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¢ The structural rigidities imposed by dedicated
trust funds and by fixed costs, which severely
limit the portion of the budgert in which it’s
possible to make meaningful cuts;

* The public’s unwillingness to accept the pro-
grammatic consequences of cuts in the “rela-
tively controllable” part of the budget and its
growing demand for effective responses to
new problems; and '

» The impossibility of achieving a major change
in budget policy without a firm agreement
bertween the President and the congressional
leadership.

The budget dilemma is both political and
substantive. Solving it may prove to be one of
the most difficult political challenges our nation
has faced in this century. But a solution can—
and must—be found, and the framework for one
can be seen in the diagnosis of the problem.

For one thing, dealing effectively with the

budget deficit will require an extended decision
horizon. The problem is too large to be solved

in a vear or two. The GRH process recognized
this in setting declining deficit targets for 5 vears
(subsequently extended to 7).

Establishing a long-term strategy has several
advantages. It allows for recognizing the effects
that a growing economy normally has on rev-
enue. [t creates opportunities to adjust programs
that, because of contractual or statutory commit-
ments, are relatively uncontrollable if the budget
1s handled on a strictly year-to-vear basis. It pro-
vides time to introduce new revenue sources in a
planned wav. Finally, it gives the economy a
chance to adjust gradually to a less expansionary
fiscal policy, particularly if compensating changes
are made in monetary policy.

A long-term planning horizon is of little value,
however, unless the opportunities it creates are
turned into actions through a firm strategy that
covers a number of vears. This was one fallacy in
the GRH concept. Though it set multivear targets,

Figure 8

ntitlements

Dollars in Billions

800

700

600

500

400

300

200

1970 1975 1980

Fiscal Years

Sources: Actual Data: Office of Management and Budget. Projections: Congressional Budget Office.

Means-
}Tesled
Non- Federal
Means- Funds
— T Tested
1985 | 1990 1994

Trust Fund
Financed

CBO Projection




THE BUDCET DILEMMA

Figure 9
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it left the implementing actions to be taken

on a year-to-vear basis. That experience teaches
us that it does no good to talk about the bal-
anced budget we want to see 5 vears from now
and then leave the actual decisions to be made
for each vear in isolation. If we want the budget
to be in balance 5, 7, or 10 vears hence, we need
to decide now on the broad outlines of that bud-
get—the primary revenue sources and the major
spending components—and begin acting now

to make it come about.

Today we have great flexibility regarding
1995’ budget (and very little regarding 1990'),
but that flexibility erodes with each passing day
as authorization and appropriation bills and man-
agerial decisions —ranging from the hiring of
personnel to the approval of multivear con-
tracts—lock in spending for future years. We
must begin making tough choices today if we
are to substantially alter the shape of the budget
in the mid-1990s.

For a new budget strategy to succeed, it must

be based on a sustainable political consensus.

In our constitutional system, budget policy is
created jointly by the President, the House of
Representatives, and the Senate. Initiative rests
with the President, who must produce an execu-
tive budger in accordance with the Budger and
Accounting Act of 192}. The President may not
impose his choices unilaterally, however, because
budget policy is embodied in revenue and
spending laws that must be passed by both
houses of the Congress. Nor can the Congress
act unilaterally, since the laws in question must
either be approved by the President or be
enacted (with a two-thirds majority in each
house of the Congress) over his veto.

To achieve a shift in the spending and revenue
patterns that exist under this system requires a
political agreement between the President and a
working majority in each house of the Congress.
For such shifts to become part of a long-term strat-
egy for reducing the deficit, the political agreement

(continued on page 24)
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HE SOCIAL SECURITY program was created bv an act of Congress in 1935.
When the program first went into effect, 50 workers were contributing
to the fund for every person receiving benefits. That ratio has dropped stead-
ily ever since. Currently there are three workers for every beneficiary. By
2030, there will be onlv two.

By the beginning of the 1980s, this trend led to considerable anxiety over
the future of the Social Security svstem. In 1983, the Congress amended the
Social Security Act both to stave off the threat of bankruptcy and to guarantee
the system’s long-term solvency. Several steep increases in pavroll taxes were
mandated, enough to generate more revenues than were necessary to cover
benefits to current retirees. Payroll taxes on workers rose from 6.13 percent of
the first $22,000 of earnings in 1979 to the current level of 7.51 percent of
the first $45,000. These taxes will rise again in 1990.

As a result of these increases, the Social Security trust fund is now building
surpluses —which are then invested exclusively in U.S. Treasury bonds—
at a rate exceeding $100 million per day. By the end of the century, todav’s
$100 billion reserves should grow to over $400 billion (in 1988 dollars). By
2015, payroll taxes will have produced an estimated $2.5 #ilfion (in 1988 dol-
lars) more than necessary to meet obligations. In the vears following, the
“baby-boomers” will begin reaching retirement age, and the accumulated
surpluses will finance the major surge in outlays.

The only practical means of maintaining the solvency of Social Security
and other social insurance programs, such as Medicare, railroad retirement
programs, and unemployment compensation, has been to increase payroll
taxes. Today, social insurance receipts —virtually all of which come from Social
Security and Medicare taxes—represent 36.8 percent of the money received
by the U.S. government. This percentage approaches the 42.7 percent of fed-
eral receipts that come from individual income taxes. Another statistic that
illustrates how significant payroll taxes have become: A family of four, using
standard deductions, must have annual wages in excess of $50,000 before
the income taxes its owes the government exceed its combined emplover/
employee pavroll tax obligation.

Ironically, policymakers have found the American people more receptive
to increased payroll taxes than to increased income taxes, even though payroll
taxes are the most regressive form of taxation. It seems that people are willing
to pay higher payroll taxes in exchange for the assurance that social insurance
programs will remain a dependable source of benefits in times to come.

When the Congress acted to put Social Security on sounder footing, it also
moved to insulate the trust fund from the budget deficits of the general fund
of the Treasury of the United States. A major change in government account-
ing officially took Social Security “off budget.” The two were reunited, how-
ever, for purposes of calculating the federal deficit in implementing the
Gramm-Rudman-Hollings deficit-reduction law. The effect, since Social Secu-
rity is now running a surplus, has been to mask the actual budger deficit of
the U.S. Treasury. Red ink from the general fund continues to flow like a
river, while Social Security trust fund surpluses are growing and can be
expected to grow for decades. Over the course of those decades, the illusion
may take hold that surpluses in one fund have offset deficits in the other, and
thart the overall deficit in government operations has been eliminated.

RICHARD P KUSSEROW is Inspector General of the Department of Health and

Human Services.



The problem is that the Social Security trust fund is not supposed to be
applied against the deficit. Rather, its surpluses were meant to be stockpiled
in anticipation of the time, around the vear 2020, when the baby-boomers
begin to draw benefits. Around that time, the accumulation of Social Security
surpluses will end; after that, vearlvy deficits will eat away at the accumulated
funds. About 30 vears thereafter, the system is projected to go bankrupt.

That will happen a lot sooner, of course, if Social Security surpluses are
used to finance new or expanded Social Security benefits. To maintain the
viability of the trust fund under these circumstances would require that payroll
taxes be increased, expansions in benefits eventually be reversed, or the
retirement age be raised.

A different problem will develop if Social Security surpluses continue to
be used o mask the government’s operating deficits. When the baby-boomers
retire, Social Security will need the money it has loaned to the Treasury. To
repay the loans from the Social Security system, the government will have to
collect more taxes or borrow money from someone else.

The Social Security trust fund, mounting every day toward astronomical
surpluses, is an almost irresistibly tempting source of funds. It is the “wild
card” in the federal budget, and it can be plaved any of several ways. Assum-
ing that cutting or even delaying future Social Security benefits is politically
infeasible, policymakers mav settle upon one of these choices:

1. Use the surpluses as they were intended, in preparation for the onslaught of future
beneficiaries. This choice requires that the federal operating budgert be bal-
anced without the trust funds offset.

2. Continue using the surpluses to mask the deficits in the operating budget. This
choice lessens the pressure to contain costs or raise taxes. But the dollars bor-
rowed from the trust fund today will need wo be repaid about 3 decades from
now. Income taxes will need to be increased and other means of raising rev-
enue will need to be employed just to keep up with Social Security obligations;
meanwhile, a sort of double-whammy will take effect, as the operating fund
will no longer be able to look to Social Security for financing.

3. Use trust fund surpluses to pay for expanded benefits for Social Security recipients
or 1o pay for new social programs, such as long-term care. This choice locates in
Social Security a ready source of cash for worthy deeds, but it ignores the need
for deficit reduction or the future viability of the trust fund. Future retirees
would come to expect the expanded level of benefits that would be estab-
lished today. The burden of paying for these retiree benefits would fall heavily
both on current and future wage earners.

4. Reduce the trust fund surpluses by cutting payroll taxes. This choice would more
fully expose the general fund deficit problem. It would also remove the temp-
tation among policymakers to expand Social Security benefits. But it would
also put Social Security back on a “pay-asﬁou-go” footing. The problem of
financing the Social Security system would be left to future generations.
Clearly, it makes little sense to build huge surpluses in the Social Security
trust fund to provide for future retirees while at the same time accumulating
huge general fund deficits that will have to be repaid by future workers.
Because the trust fund is so tempting a source of ready cash for other govern-
ment purposes, the long-term viability of the Social Security system depends
as much on getting the general fund deficit under control as it does on build-
ing the trust fund itself. As policymakers struggle with the deficit, they must
understand the ramifications of plaving the Social Security wild card. o
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(continued from page 21)

must be stable. That is, it must hold up for

a number of vears in the face of opposition from
interest groups and constituents who believe that
they are being adversely affected.

Several factors will make it extraordinarily
difficult to reach this political agreement. These
include the fragmentation within the Congress
and the confrontation between the Congress and
the President that have characterized recent
years, the continued split in party control
between the executive and legislative branches,
and the partisan distrust that may remain from
an unusually bitter election campaign. These
factors, plus the political stress created by a long
period of budget austerity, will make it tougher
still to maintain an agreement for the period
needed to bring the deficit down to acceptable
levels. To succeed, the President, the congres-
sional leadership, and a majority in both houses
of the Congress will have to start with a firm
conviction that restoring a responsible fiscal pol-
icy is an overriding objective —one to which
they are prepared to sacrifice other important
interests —and then enter into direct, candid
negotiations and compromise on the steps
needed to reach the goal of a balanced budget.

The complexity of these negotiations cannot
be overstated. It will not be a matter of two or
three people sitting down for an hour or so to rat-
ify a simple statement of objectives developed
by subordinates. Instead, our political leaders
must be prepared for weeks and months of frus-
trating, often brutal negotiations on the particu-
lar actions needed to attain their objectives on
budgert policy. They should think of the process
as analogous to negotiating an industry-wide
labor contract or a strategic arms reduction treaty.
Occasionally there may be a dramatic break-
through, but most of the progress will come not
in miles or even in vards, but in inches.

On its own, however, negotiation among poli-
tical leaders will not guarantee the success of
an agreement to bring down the deficit. For the
agreement to be sustainable, it also must be
supported by a voting majority of the American
people. And that support cannot be temporary.
Citizens must be convinced that thev and their
families gain enough from the agreement to

make the necessary compromises worthwhile.
Convincing people of this, and keeping them
convinced, will be a formidable challenge to
political leadership—starting with the President,
because of his special role in our constitutional
system, but also including Members of Con-
gress, who must vocally support the budget strat-
egy once they have agreed to it.

Any long-term budgert strategy of the kind
described here must also recognize that the
nation’s public agenda and priorities change from
year to vear. In recent years, for example, such
issues as AIDS, homelessness, education, and
illegal drugs have emerged as widespread con-
cerns—to say nothing of such emergencies as
the 1988 drought. Inevitably, citizens will
demand that the government take action on
these problems; action will require money. Suffi-
cient flexibility to respond to these types of
demands in a politically effective way must,
therefore, be built into the budget strategy if
it is not to be undermined by newly emerging
public needs.

Formulating a strategic

agreement

These broad considerations suggest some
specific elements of a workable budget strategy
and of the political agreement that will
accompany it.

As a general principle, policymakers should
concentrate on seeking and maintaining better
fiscal balance in the federal funds portion of
the budget. It was here —not in the trust fund
programs —that the problem of the structural
deficit arose, through erosion of the general
revenue stream, acceleration of defense
spending, and the subsequent escalation of
interest costs. So this is where the problem
should be solved.

Policymakers must also agree to avoid using
gimmicks to meet the deficit reduction targets.
A gimmick is any device that creates the pre-




tense of achieving a budget target without actu-
ally altering the pattern of spending or revenues.
Recent examples abound, ranging from moving
transactions by a few days to change the fiscal
year in which they are recorded, to selling assets,
to assuming the revenue or spending effects

of more intensive enforcement of rules and regu-
lations when there is no reliable basis for that
assumption. Gimmicks should be avoided
because they do not work over an extended
period, because they undermine the strategy’s
credibility, and because they are often self-
defeating, as when the sale of loan assets yields
less revenue than the value of the future stream
of payments.

As policymakers hammer out the specifics
of a budget deficit agreement, they should set
firm targets for aggregate spending for each year
covered by the strategy; those targets, in con-
junction with “normal” revenues, should vield
steadily declining deficits. As discussed above,
the surpluses now flowing into the Social Secu-
rity trust funds will be needed someday to fulfill
the purposes for which they were intended.
Therefore, the strategic target for the total bud-
get (at full employment) should be a surplus
approximately equal to the surplus flowing into
the Social Security trust funds over the same
period. A planned spending path that moves
toward this strategic target at a reasonable pace
would represent accurately the resources avail-
able for government programs—the “top line”
numbers that are necessary to constrain and dis-
cipline budget negotiations.

“Normal” revenues would be those expected
from an economy experiencing average rates
of real growth. In view of the current and pro-
jected dimensions of the fiscal problem, the
limited choices available when making spending
cuts, and the inevitable emerging public needs,
there is little prospect of reaching an appropriate
strategic target without substantial new sources
of funds. Most likely, therefore, a budget strat-
egy will need to include new revenues. But
those revenues must be real —we cannot afford
another “magic asterisk.” The strategic agree-
ment, if it relies on additional revenues, must spell
out the precise source of those revenues and must
articulate a shared commitment to prompt enact-
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ment of legislation to produce them.

In addition to setting aggregate spending tar-
gets, policymakers should also divide each vear’s
spending targets into firm ceilings for a few
broad groupings. Such decisions would lie at
the heart of the budget negotiations. Certainly
these negotiations should not try to settle every
budgetary detail for the period covered by the
agreement. But if the top line numbers are to
have any meaning, they must be specific enough
that their implications are comprehensible.
There must be no room for doubt about what
1s required to carry out the agreement. An appro-
priate middle ground, then, would be to allocate
the top line numbers among a few relatively
large and homogeneous program categories.’

To provide the flexibility required by changing
circumstances and emerging needs, however,
some portion of the total spending targets should
be held in reserve as an “allowance for initia-
tives.” Any proposal to breach the ceiling for one
of the program category’s allocations would repre-
sent a potential charge against this allowance
and would be permitted only through the same
sort of consensus process as underlies the overall
agreement on budget strategy.

Deciding on these program category spending
targets would be only the first parr of the job;
the Congress and the executive branch would
have to share a political commitment to stick to
the targets, constraining appropriations and other
spending actions within the allocations over the
period covered by the agreement.® Policymakers
would also have to respect the allocations for future
vears and recognize how current spending deci-
sions will affect those allocations. It would be
essential to avoid the temptation of “camel’s nose”
budgeting—implementing new programs at low
initial costs, without providing for the much higher
costs that will inevitably follow.

Within the program category spending targets,
specific spending decisions would be subject
to debate and adjustment in the annual (or, per-
haps, biennial) budget process. Together with
the “allowance for initiatives,” such a system
would provide the flexibility needed to respond
to changing priorities and emerging needs with-
out violating the overall budget strategy.

This question of preserving the overall strat-
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egy’s integrity is an important one. The budget
agreement might stipulate that the basic strategy
and the program category spending limits be
revised only at specified intervals, perhaps once
every 4 vears. Circumstances change, sometimes
quite dramartically, and it would be folly to try

to put the budget into a straitjacket. At the same
time, a long-term strategy would lose its power
as a consensus-building vehicle if it were open to
general debate and revision every year. Both
these considerations might be accommodated

if the budget strategy were reexamined only

in the first or second year of each presidential
term. Between those reexaminations, evolving
needs should be handled by adjustments within
program categories or by consensus agreement
to tap the allowance for new initiatives. Broader
changes should be considered only in the event
of a national emergency or a shift in the political
alignment of the Congress that threatened the
continued implementation of the agreement.

To make this long-term adherence to an over-
all strategy feasible, the framers of the budget
agreement must build into the strategy a realistic
assessment of budget threats. For a growing
list of items, large bills are coming due within
any budget strategy’s time frame. A prominent
example 1s the Federal Savings and Loan Insur-
ance Corporation, whose bailout may cost $50
billion or more, much of which would need to
be financed from general revenues. Similarly,
within the next decade, we will need to begin
installing a new air traffic control system and
start rebuilding our aging, obsolete, and environ-
mentally hazardous nuclear weapons complex.
Each of these is likely to entail capital invest-
ments of several tens of billions.

These are just a few examples from a much
longer list, and other essenual expenses will arise
as ime passes. If provision for them is not made
an explicit part of the budger strategy, along with
the allowance for new policy initatives discussed
above, their sudden emergence could represent a
severe threat either to the strategy or to the polit-
cal consensus sustaining it.

Helpful changes in the
budget machinery

Deve]oping an effective long-term budget
strategy, and building and maintaining the
consensus needed to sustain it, are respon-
sibilities of political leadership: Political issues
demand political answers. Nevertheless, while
the machinery of budgeting is not the real source
of our current problem, improvements in that
machinery can bring the problems, choices, and
constraints into better focus for both the public
and political leaders. This can be helpful in
devising and sustaining a solution.

One major improvement would be to use a bud-
get presentation that portrays the problems and
choices realistically. The unified budget, adopted
in 1968 on the recommendation of President
Lyndon Johnson’s Commission on Budget Con-
cepts, was appropriate for its time and represented
an important step forward. The Keynesian revo-
lution in economics had made it essential that pub-
lic debate on fiscal policy recognize the economic
impact of total federal taxing and spending.
Therefore, merging the Administrative Budger
(as the federal funds portion of the budget used
to be called) with the trust funds to create the
new unified budget contributed to public under-
standing of government finances.

But times change and so do the challenges
of budgeting. The task for the next decade or
more will be to attain an equivalent public
understanding of today’s budget problem and
of the choices faced by our political leaders as
they try to solve that problem on our behalf.

It does not increase public understanding
to talk about a $155 billion deficit in a $1,064
billion total budget (the 1988 figures) when the
real problem is a $252 billion deficit in an $810
billion federal funds budget. At this stage in our
history, the current unified budget presentation
disguises the real problem rather than illu-
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_restructuring the budget to reflect some of the
important rigidities discussed above and to high-
light key policy choices that have heretofore
been obscured by the detail of the budget.

Another improvement in the budget machin-
ery would be to simplify the congressional bud-
get process. As congressional institutions have
evolved, parallel procedures for deciding budget
issues have also developed. Today, five separate
procedures—budgert resolution, authorization,
appropriation, reconciliation, and GRH seques-
ter—must be completed before the congressional
budgert process can be finished each vear. In
truth, additional steps must also be taken,
including separate enactment of a debt limit,
successive short-term continuing appropriations
bills, and supplémental appropriations.

This overlaying of one process on another
is a horrendous drain on'the time and attention
of legislators and thus on the opportunity to
debate and decide other vital issues with the
care they deserve. It also means that legislators
must deal with the budget again and again over
the course of the vear. The need to reassemble
a governing majority each time a key issue resur-

“ faces creates a major challenge for cthe congres-
sional leadership, particularly in the Senate,
where procedural hurdles often can be overcome
only by gathering a 60-vote majority.

The development of a long-term budget strat-
egy, supported by a stable consensus, might
allow the Congress to eliminate some redundant
procedural steps. In particular, agreement on
spending allocations for key program areas,
together with the political consensus needed
to sustain and enforce that agreement, could
substitute for the annual budgert resolution and
GRH sequester procedures and obviate the need
for reconciliation and multiple continuing resolu-
tions. This, in turn, would reduce the repetitive
voting on the same issues and the resultant strain
On consensus.

Agreement on a long-term strategy might also
make it possible to shift to a biennial time frame
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for significant parts of the budget—those por-
tions that are relatively stable and noncontrover-
sial and for which the long-term strategy is easily
translated into annual appropriations amounts.
This would further reduce the burden on legisla-
tive time. It would also allow operating agencies
to plan and manage programs more effectively.

A third major improvement in the budget
process would be to use realistic numbers. There
is a history of budget estimates, forecasts, and
targets that are based more on wishful thinking
than on realistic analysis. This tendency has
created a pervasive sense of mistrust about politi-
cal manipulation of economic forecasts and their
related effects on the budget. Whether valid
or not, these perceptions must be changed if
an enduring consensus on budget strategy is
to be built. Not only must those directly partici-
pating in the process be able to trust the
numbers with which they are working, bur the
American people must develop some basis for
confidence in what they are hearing from their
political leaders.

The development of the numbers used in
negotiating the budget strategy and explaining
it to the public must therefore be viewed as
politically neutral. For long-term economic
assumptions, it might be appropriate simply
to extrapolate the experience of the economy
over the past 5 or 10 years. In the annual budget
cycle, it might be better to base the estimates
on a consensus of the major economic fore-
casters, rather than using a forecast developed
by the Council of Economic Advisers—or any
other government agency that may be subject
to allegations of political manipulation.®

Other elements of budget estimating are less
easily cleared of the taint of wishful thinking
or politically motivated judgments. But the risks
of those distortions can be substantially reduced.
The threat to credibility comes not from individ-
ual estimating errors (which are inevitable) but
from systemartic bias, which produces errors that
all go in the same direction. The best protection
is probably the regular comparison of estimates
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with actual results, preferably using audited
financial statements. Careful analysis of discrep-
ancies will reveal any svstematic bias and mav
suggest areas where more reliable estimating
methods are needed.

Politics and statesmanship

These suggestions represent some of the key
elements of a budget strategy that could lead
the nation away from the fiscal policy black hole
that now threatens us. Developing such a
strategy and building the political consensus

to sustain it during the initial period of
adjustment are tasks that will severely strain

our political institutions. The attempt to restore
fiscal balance will succeed only if leaders at both
ends of Pennsylvania Avenue are prepared to work

toward achieving mutually acceptable compromise.

Politics has been defined as the art of the possi-
ble. Political negotiation is the art of compromis-
ing the less important to attain the more impor-
tant. Political leadership is the art of defining what
is important and convincing others to accept that
definition. Statesmanship is the accolade awarded
those who exercise effective political leadership
in furtherance of the national interest. The oppor-
tunity for statesmanship is here in abundance
for those who wish to pursue it. @

1. For a fuli discussion of the relationship between the
budger and trade deficits, see Allan 1. Mendelowitz and
Joseph ]. Naralicchio, “The U.S. Trade Deficit and the
Passing Illusion of Economic Sovereignty,” GAO Journal,
Number 1 (Spring 1988), p. 11.

2. Throughout this article, references to the “budget”
and the “deficit” include the off-budget Social Security
programs. Unless otherwise stated, data used in the article
come from the Budger of the United States Government, 1989

and the associated Hisrorical Tables volume. published by the
Office of Management and Budget (ONB). and from The
Economic and Budger Outlook: An Updare, published in August
1988 by the Congressional Budget Office (CBO). In general.
the historical data come from OMB publications while the
projections come from CBO and reflect its baseline esu-
mates. Fiscal vear 1988 data come from the Treasury Depart-
ment’s AMonthly Treasury Statement for September 1988.

1

3. In 1986, the only vear in which the GRH formula curs
were implemented, they actually applied to about 20 percent
of budget outlays. Similarly, most budget freeze proposals
exempe large portions of the budget. For a further discussion
of the GRH process, sce Harry S. Havens, “Gramm-Rudman-
Hollings: Origins and Implementation.” Public Budgeting and
Finance, Vol. 6, No. 3 (Autumn 1986). p. 6.

4. Another source of inflexibility involves government’s
business-type operations, such as the Postal Service. The
receipts of these operations are directly related to their
expenditures, meaning that there is often little opportunity
to affect the deficit by altering the net cash flow. Some

of these operations are quite large. In terms of significance
for the budget totals, however, they are dwarfed by the
trust funds and the fixed costs.

5. This political commitment is embodied in the law estab-
lishing the trust fund and earmarking the receipts. The
Supreme Court has made it clear, however, that the law
can be changed if the Congress and the President choose.
Thus, the real protection for future beneficiaries is not the
legal status of the trust fund, but the political commitment
underlving it.

6. In some programs, such as unemployment insurance,
public assistance, and Medicaid, the eligibility criteria and
benefit levels are established in state law, further constrain-
ing the federal government’s budgetary flexibility.

7. The categories could be defined along agency lines,
by the appropriation bill structure, by the present budget
functional structure, or by some other set of aggregations.
The choice should be one that facilitates understanding
and agreement among the negotiators.

8. The agreement could be embodied in law, along the
lines of the budgert resolutions used by the Congress since
enactment of the Congressional Budget Act of 1974. This
might be a useful way of testing the political acceptability
of the agreement and of recording the shared commitment
to its implementation. But it is the agreement and the com-
mitment that matier, not the form in which they are
recorded.

9. Historically, there has been no substanual difference

in reliability of short-term forecasts produced by the major
private forecasters and those of government agencies. How-
ever, the potential for political manipulation of the forecasts
(“Rosy Scenario”) is an important threat to credibility and
should be eliminated.
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THE FEDERAL

“ DEFENSE CUTS:
WHERE TO START

Any real effort to control defense spending will mean
confronting some fundamental foreign policy and national
Security questions.

LTHOUGH POLITICAL LEADERS have been avoiding the subject, anv serious
Aattempt to balance the federal budget must recognize defense as a target
for reduction, or at least negligible absolute growth. Consider the
numbers. In fiscal vear 1989, the defense budget will represent 29 percent of
total federal expenditures.' If one excludes Social Security and Medicare, which
are self-financing, defense will account for 39 percent of federal spending. If one
goes further and factors out interest on the national debt—which must be paid
and therefore isn’t susceptible to reduction—the defense portion of federal
outlays rises to 49 percent. Any program that consumes such a large share of
federal resources is not likely to escape the budget-cutter’s scalpel.

This arithmetic may be straightforward, but as soon as one tries to apply it to
the defense budget, a host of other factors intrudes. So far, restraints on defense
spending have been concentrated at a low institutional level—at the level of
service branches and specific programs. Cuts at this level tend to be made only in
bits and pieces, and are resisted by the constituencies —both inside and outside
government~—that have sprung up around virtually everv defense program. Real
savings in the defense budget, therefore, can be imposed only at the top.
America’s political leaders must decide how to change foreign and national

security policy in order to bring U.S. defense programs in line with the resources
the nation can afford to devote to them. To do this while maintaining the nation’s
security will be a tough but essential assignment.

STANLEY S. FINE, Rear Admiral, U.S. Navy, Retired, served as budget director
of the Department of the Navy from 1975 to 1978. In addition to writing and lecturing
widely on federal budget and defense issues, he is engaged in various business ventures.
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Turbulent times

The Department of Defense (DOD) is already facing turbulent times, even if
no additional cuts are imposed on it. Over the past 4 vears, DOD’ budget
authority has been decreased bv about 10 percent—from $334 billion in fiscal
vear 1984 to $300 billion in fiscal vear 1989 (in 1989 dollars). Anv flexibility
available from prior-vear overbudgeting has essentially been used up; conse-
quently, in fiscal vear 1989, ongoing programs have had to be scaled back,
delayed, or even canceled, and personnel totals have had to be reduced.

Over the coming 4 years, the Department of Defense will
have to cut the programs it had anticipated in fiscal year
1988 by the equivalent of 1 year of appropriations—a
daunting challenge.

A similar squeeze seems likely for the next 4 vears. The Defense Department
has called for 2-percent real growth, above inflation, for fiscal vears 1990 to 1993.
But the Congress has allowed for only nominal growth to keep up with inflation.
(See table 1.) And even in the unlikely event that DOD’s requested budgets were
to be approved by the Congress, total defense expenditures over the next 4 vears
would still be $200 billion to $300 billion below the budget that DOD projected in
fiscal vear 1988 for the same period. Following the congressional Budget Resolu-
tion no-growth track would require an additional $40 billion of reductions. In
other words, over the forthcoming 4-vear period, DOD will have to cut the
programs it had anticipated in fiscal vear 1988 by the equivalent of 1 vear’s worth
of appropriations—a daunting challenge.

Nevertheless, even a no-growth or “selected freeze™ policy will vield ever-
rising defense costs in terms of absolute dollars. During his 4-vear term, the new -
President will spend an average of almost $30 billion more per vear on defense
than was spent in Ronald Reagan’s last budget. Although this growth relates only
to inflation, defense will still be perceived as an area in which cuts could be made
to help relieve the downward pressure on other federal programs.

Controlling expenditures

Keeping defense expenditures under control is complicated. Even if DOD had
to absorb all or part of the cost of inflation, outlavs over the next few vears would
be little affected. At the end of fiscal vear 1989, for example, the Department’s
unexpended balances—obligations it has incurred but not paid for—will total
about $271 billion.? In fact, about 40 percent of anv fiscal vear’s defense budget
relates to this backlog of prior-vear contracts and obligations.
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Table 1

COMPARISON OF DEFENSE BUDGETS

REQUESTED BY THE DEFENSE DEPARTMENT (DOD)
WITH DEFENSE BUDGETS APPROVED BY THE CONGRESS,
in terms of budger authority (BA) and expenditures (EXP)

Dollars in billions

DOD Congress
BA EXP BA EXP
1989 299.5 294 299.5 294
1990 316 306 312.9 304.6
1991 334 320 325.6 316.6
1992 352 335 339 329
1993 370 351 352 342

(Note: Figures for the Congresss budget resolutions in fiscal vears 1992 and 1993 are the
author’s estimates. based on extrapolations allowing for inflation only.)

The only way to scale down this backlog is to cut programs previously approved
by the Congress. But such cancellations can be made only at the high price of lost
investment in systems that, because thev have gone through the internal and
external review and approval processes, generally have demonstrated their utility
under current assumptions about national security and military threats. Further-
more, because of terminartion costs, any budget savings realized from canceling
approved programs usually don’t show up for 2 or 3 vears.

This kind of time lag does not affect the approximately 50 percent of the
defense budget that goes toward military readiness and the salaries of military
and civilian employees. Budger authority reductions in these areas, therefore,
could have an immediate impact on outlays. But such cuts would detract from the
armed forces’ current capabilities. Military operating forces and civilian per-
sonnel would have to be reduced; salaries would have to be frozen; training would
have to be cut back; time between promotions would have to be stretched;
purchases of spare equipment, repair parts, and conventional ordnance would
have to be curtailed; and operating tempo (for example, the number of flying or
steaming hours) would have to be lowered, while at the same time overscas
deplovments of ships and personnel would have to be lengthened to fulfill
present political commitments with fewer resources. These cuts would tend to
weaken conventional forces at a time when maintaining or even strengthening
them may appear desirable. Moreover, in this period of almost full employmentin
the U.S. economy and an all-volunteer force in the military services, asking
defense personnel to make sacrifices in the interest of bringing down the budget
deficit would not only be inequitable but would probably trigger an exodus of
talent and make recruitment difficult or impossible.

After prior-vear commitments and the costs of military readiness and per-
sonnel, the remaining 10 percent of defense outlays are mainly in research and
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development (R&D) and budget-vear procurements. These categories have
already been squeezed bv the past four budgets. Procurements have been
stretched outin many cases to levels below economical production standards, and
some minor acquisitions have been canceled. R&D has been cut so much that
future acquisitions have been delaved. There is probably little slack remainingin
this portion of the budget unless major programs are canceled in total, which in
turn could reduce future military capability.

Regrettably, there are no line items in the defense budget
Jor waste, fraud, abuse, and organizational and
procedural inefficiencies. 1t is not easy to identify them
where they exist, or to be sure that identifying them will
result in lower budget submissions.

Of course, nonprogrammatic reductions are often discussed as wavs to cut
defense. Regrettably, there are no line items in the budget for waste, fraud,
abuse, and organizational and procedural inefficiencies. It has been demon-
strated time after time that these drains on the budget exist, butitis not so clear
that they can be easily identified or that identifying them will result in lower
budget submissions. Generally, any potential savings in these areas are small and
are scattered across many programs and line items, each of which has a sponsor
with many unfilled, “valid” needs. Therefore, savings realized by cutting waste, .
abuse, and inefficiency will probably be used to fund items that were previously
underfunded or are now emerging as high priorities. In other words, it’s unlikely
that a Secretary of Defense or head of a service branch would submit a budget
below any fiscal restraint imposed by the President or the Congress because of
these savings.

Another possible strategy for reducing the defense budget would be to cut
“pork-barrel” items. The Congress has been guilty of keeping unneeded bases
open and undesired procurements going for political purposes rather than to meet
military needs. The services have also done their part. In a blatant grab for
national and local political support, the Navy has spent hundreds of millions of
dollars through its “Strategic Home Porting Initiative” for unneeded port facili-
ties that will become a burden on future resources.> The Army’s misguided
creation of light divisions to compete with the Marine Corps in Third World
adventures resulted in the opening of new and perhaps superfluous bases in
Alaska, New York, and Virginia. Such activities are nort restricted to any one
administration: To fulfill a campaign promise, the Carter administration sent the
carrier Saratoga o the Philadelphia Naval Shipvard for service-life extension that
cost $100 million more than it would have at a private vard —at a time when the
Navy was considering closing the Philadelphia Shipvard. Although the Congress
has recently been willing at least to consider closing some bases, it’s doubtful that
these self-serving political practices will end, particularly since the defense
budget is the last significant source of pork-barrel dollars left in a squeezed
federal budget.
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Constituencies and special influences

Whatis usually not explicitly considered in discussions of defense expenditures
is that defense dollars go out to people, and have roughly the same economic
impact as federal dollars spent in civilian programs. As the defense budget has
grown, it has created its own constituencies, both inside DOD and throughout
the nation. Although precise numbers are hard to come by, as many as 25 million
Americans (including family members) may depend for all or part of their
livelihood on a continuous and increasing flow of defense dollars into the
economy. Since these dollar flows have a multiplier effect, an equal number of
Americans may be indirectly affected.

But because of the peculiar nature of DOD’s mission, its constituencies are not
focused just on economic issues. Besides being more numerous and diverse and

The defense budget and its growth or contraction are subject
1o pressures from so many special interests—not necessarily
economic—that changes are difficult to discuss and debate,
let alone implement.

difficult to pinpoint than the interest groups associated with other domestic
programs, the defense constituencies tend to have more complex motivations.
These individuals and groups are often inspired by career, psychological, emo-
tional, political, and subjective considerations that have nothing to do with
economic needs or budgetary impact—or even with the military threat. The
defense budget and its growth or contraction are subject to pressures from so
many special interests—not necessarily economic—that changes are difficult to
discuss and debate, let alone implement. This is especially true of reductions.

The levels at which decisions about defense spending are made can be
arranged into a sort of hierarchy of influence. (See figure 1, p. 34.) At the top is
U.S. foreign policy, which determines not only national security policy but also
trade and economic policy. National security policy, in turn, establishes the basis
for the nation’s present and future defense strategies, service missions, and
specific programs. This is, of course, a simplification: The process is not so clean-
cut, and there are numerous feedback loops. In general, however, a decision at
any of these levels affects the composition of the defense budget and the
structure of defense programs.

The specifics of decisions on defense —what types of decisions, who makes them,
and how they are made —differ markedly at each level. At the foreign policy level,
the decisions are influenced mainly by political considerations; they become
increasingly military as one descends the hierarchy to the level of present operations
and future capabilities. Decisions at the foreign policy level are affected by
intangibles and uncertainties, while at lower levels they become more and more
quantifiable. Special interests that affect foreign policy are a mixture of the
individual and the institutional; at lower levels they tend to be predominantly
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institutional. Finally, at the foreign policy level, any resource and financial considera-
tions are high-order macroeconomic, while on the lower rungs of the ladder, the
considerations become increasingly specific and microeconomic.

At each of the levels of policv-making, the various influences, interests, and
constituencies (see rable 2) exert pressure for a “strong defense.” Their motiva-
tions range widely, from military concern to direct economic and political
interests to highly emotional and even quasi-religious considerations. They
measure their effectiveness, however, by onlv one standard: the size of the
defense budget. In their book, more monev means a better and stronger national
defense. Those groups with interests in specific programs may concentrate on
lower levels of the decision-making hierarchy, but those whose main concern is
the defense budget’s absolute size tend to exert influence at the foreign policy,
national security, and defense strategy levels, where conclusions about the
defense budget are reached typically through subjective arguments, often with-

Figure 1
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Table 2

INFLUENCES, INTERESTS, AND CONSTITUENCIES

Each of these groupings of individuals or organizations has an impact at some level of defense budget
decision-making. For each category appearing here, the levels at which its influence is felt are listed
under the group heading. The levels correspond with the hierarchy illustrated in figure 1:

(A) Foreign Policy

(B) National Security

(C) Defense Strategies
(D) Service Missions

(E) Specific Programs
(F) Future Capabilities

(G) Present Operations

Policy
POLITICIANS MILITARY MILITARY-RELATED | POLITICAL-MILITARY
All levels All levels Levels B, D Levels A, B, C
Federal Reserves Veterans NATO
State National organizations SEATO
Local Guard Leagues and Foreign
Foreign Retirees associations governments
leaders Civilian Military Intelligence
personnel “alumni” community
Active duty \
military Y
A
DIRECT INDUSTRY INDIRECT INDUSTRY | THINKING INDUSTRY | SUPERPATRIOTS ¢

Levels E, F, G

Levels F, G

LevelsA, B,C,E, F, G

Levels A, B, C

Weapons producers

Aerospace

Electronics

Construction

Fuel and energy

Transportation

Consultants

Shipbuilding and
repair

Institutes and labs

Nuclear

Applied R & D

Systems managers

Medical

Labor

Weapons sellers

Clothing

Real Estate
Travel

Hotels
Machine tools
Moving

Toys

Food processing
Wholesalers
Finance
Publishing
Enterrainment
Accountants
Lawyers
Labor

Think tanks
Universities
Consultants
“Pure” R& D
Nonprofit groups
Foundations
Media

Atlanticists
Interveners
Adventurers
Antiforeigners

MOVERS and SHAKERS

RELIGIOUS and ETHNIC GROUPS

Levels A,B,C, E. F

Levels A, B

Neoconservatives

Former office-
holders

Intellectuals

Anticommunists

U.S. nationalists

Foreign nationals
based in the
United States
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out any quantitative underpinnings. The decisions made at these levels, plus
those made at the service-mission level, are the ones that really determine the
defense budget’s overall size and direction.

““Vertical”’ cuts versus ‘“horizontal’ cuts

Given the present structure of defense policy-making, there are two ways to try
to reduce the defense budget. The firstis a “vertical” approach, through which
political decisions at the foreign policy, national security, and defense strategy
levels would cause specific changes to be made at the service-mission level.
These changes would, in turn, reduce costs at the program level and restructure
forces and acquisitions at the levels of present operations and future capabilities.

The second approach might be described as “horizontal”: The services would
be left to their own devices to decide which programs should be eliminated. At
this level, though, because of the nature of the decision-making process,
programs are hardly ever eliminated altogether. Instead, they are usually nicked, .

The missions, sizes, compositions, and budget levels of the
service branches should be determined by political decisions
made at the foreign policy and national security policy
levels, based on overall national needs.

stretched, and squeezed —and thereby kepr alive, if sometimes only marginally.

Logically, vertical cuts made as the result of political decisions would seem to
be more cost-effective, to have less disruptive long-term effects on the economy,
and to contain the arguments between various interest groups more successfully.
The paradox is that the actual battle over defense dollars and how they are spent
usually takes place at the level of programs and operations. At this level, larger
questions of public policy and organizational analysis can be broken down into
particulars of economics, finance, and perceived militarv threats. The quantita-
tive impact of increases or reductions in the defense budget can be readily
measured in specific, discrete terms; the impact of a spending change on
beneficiaries of defense dollars and sponsors of military programs can be foreseen
with some precision.

But to restrict efforts to cut the defense budgert to this level—the level of
programs, line items, and specific appropriations—will only draw an expanded
number of constituencies into budget arguments, trade-offs, and compromises.
Ultimately, rational analysis of real national security needs will suffer, and
defense programs will be distorted by lobbying, logrolling, and political influ-
ence. Because of the huge numbers of activities at the service level —many of
them driven as much by institutional considerations as by military needs—it will
be nearly impossible to ensure that individual program changes fit in with overall
service missions, defense strategy, national security, and foreign policy.

It will be similarly disastrous to follow the dictates of Gramm-Rudman-
Hollings and require each service to stay within fiscal guidance ceilings. To try to
reduce the federal budger deficit by forcing individual services to make cuts
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based purely on their limited, institutional perceptions of military strategy and
national security is to push the problem down to the level least able to make
objective, nonparochial choices.

Instead, the missions, sizes, compositions, and budget levels of the services
should be determined by political decisions made at the foreign policy and -
national security policy levels, based on overall national needs. During the last
time of significant defense cuts—the chaotic period of the early 1970s—the
nation’s military readiness and capability suffered. This resulted not only from
inadequate resources but, perhaps more fundamentally, from the inability of
political and military leaders to modifv foreign and national security policy —and
the accompanving national commitments—so that they would match the avail-
able resources.

Todayv’s leaders need to avoid making the same mistake. In the coming period
of defense budget cutbacks, the nation will face the challenge of adjusting
policies in ways thac preserve the force levels and positioning needed for crue
national security. The obstacles will be, on the one hand, limited resources and,
on the other hand, the numerous constituencies certain to oppose the necessary
changes in the country’s conception of its national security needs as well as in the
military posture required to meet them.

Reevaluating national security

T'he decision to exercise top-down leadership in reducing the defense budget
will be onlv the first step. To make the necessary cuts in a logical and orderly way,
political and military leaders must consider a wide range of questions, the answers
to which will provide some rationale for vertical defense budget reductions. The
following are representative of the kinds of questions that need to be addressed.

Foreign policy

¢ What steps should Washington press on both the Soviet Union and U.S. allies to
enable the United States to end its policy of “containing” Soviet influence?

* Should the United Srates continue to try to be the arbiter in Third World
disputes, or should it relv more heavily on diplomacy and international bodies
such as the United Nations?

s

+ Should the United States “declare victory” in its two-generation battle with
Communism as a political and economic system and concern itself less with other
nations forms of government, as long as those nations pose no direct military
threat to the United States?

National security policy
» What should be the long-term objective of the North Atlantic Treaty Organiza-
tion? What long-term military role should the United States take in Europe?

* From a national security standpoint, is the nuclear triad still a valid concept?

¢« Isitin America’s long-term interest to insisc that Japan increase the screngeh of
its Self-Defense Forces in view of its economic power and emerging political
strength? Might the United States merely be creating future “threars” that will
justify a new round of increases in defense spending?
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* Can the United States ask the Soviets to reduce their conventional military
strength and at the same time ask the Soviet Union’s neighbors—China, Japan,
the West European countries —to increase theirs?

* At what point will U.S. foreign bases—many of which serve to defend the
interests of the host nation, as well as those of the United States—cease to be
cost-effective, as the price for using them continues to escalate?

Defense strategies

* Should the United States continue to forward-base 500,000 American service
personnel and their families—some 1 million Americans altogether—for the
indefinite future?

* From what direct military threat or threats does the “forward defense” strategy
protect the United States?

¢ If America’s European allies are unwilling to assume a greater share of the
responsibility for their own security, what should America’s military role in
Europe be?

* Is Phase III of the Navy’s Maritime Strategy, calling for direct conventional
attacks against Soviet homeland bases, realistic?

Service missions

* Isittime to review the services’ roles and missions, as well as those of the myriad
specified and unified commands scattered throughout the world, so as to reduce
program overlap?

* What roles do the Marine Corps and the Armv’s Light Divisions have if the
United States decides on a foreign policy of nonintervention or nonintrusion in
the Third World?

* Does the Navv still have an amphibious mission? If so, under what scenario? Is
the concomitant investment in ships and personnel still necessary?

* Do aircraft carrier groups really have a mission against a Warsaw Pact threat, or
are they useful just for Third World intervention, and even then only under
special conditions?

* Is there a real need for nuclear weapons (other than submarine-launched
ballistic missiles)